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• f.t,OOO,OOO,OOO,OOO, More o_r Less 

1 That's trillion, $4 trillion, more 
or less, the amount of the · present 
unfunded liability of the Social Se­
curity System. The number is our 
rough calculation, based on last 
year's official figure of $2.7 trillion 

' .and this week's report of the trus­
" tiees that the long-run deficit has in­

creased by as a result of new 
actuarial aSBumptions about · 

: -ductivity and birth rates. 
. : The trustees now make "opti- · 
inistic," "intermediate.'' and 
•:•pessimistic'' assumptions. Their 
i!ritermediate projection, the best 
guess, is that the deficit in the So- · 

Security System now amounts 
to 8',;( of taxable payroll. Express­
ing the deficit with a single .digit 
may seem less alarming, but con­
•ider that this is 8'i( of all payrolls, 
every year, for the next 75 years. 
The government has, as it stands, 
·promised to pay out in benefits over 

· this period $4 trillion plua interest 
more than it expects to receive in 

r revenues. 
' And it could be worse than this. 

R. David Ranson and Arthur B. Laf­
fer of the University of Chicago, the 
·l'rincipal advisers to Treasury Sec-

Simon on the Social Security 
· problem, think that the most pessi­
mistic projection of the trustees-a 

., 15' 'r deficit in taxable payroll-is 
· more probable. 

Whatever the number, it is a 
whale of a lot of money for which 
the government has made no provi­
sion. "This is a financial vacuum 
unprecedented in the history of the 
world," Mr. Ranson told a Chicago 
aymposium last week, and in a joint 
'Paper with Professor Laffer stated: 
"A.s presently constituted, we be­
lieve the system will not only not 
deliver its promises, but will be un­
able to do so. Moreover, the 
spective ·failure of the Social Secu­
rity System is a threat to the health 
and stability of the entire econ­
omy.'' 

The friends of Social Security, 
those academics and politicos who 
are responsible for designing the 
11ystem in a way that brought us to 
this pass, object to this strong Ian· 
guage. They are forever telling us, 
and the rest of the communications 
media, that there's really not much 
to worry about that a little tax in­
crease won't take care of. And be­
sides, we don't really have to worry 
about these big numbers until the 
year 2011 or so, when the babr 
boom retires. · ' 

This approach, almost exactly 
the same reasoning that has led to 
the virtual bankruptcy of New York 
·City, so thoroughly prevails in the 
liberal community that in this presi· 
dential election year there has been 

no. serious discussion among the 
Democratic candidates and only ti· 
mid,' unfocused exchanges by the 
Republicans. But what are elections 
about, if not to lay problems of this 
enormity before the people and 
compete with political solutions? 
Presidential hopefuls are outprom­
ising each other on the amount of 
love and truth they will bring to the 
Oval Office. But what about the S4 
trillion? 

The only lively discussion under­
way in Washington is how to finance 
the immediate deficits, $4.3 billion 
this year and growing. President 
Ford wants to put the tax ·rate up, 
the Democrats want to put the wage 
base up or use non-existent general 
revenues. But while this debate is 
crucial, it is the long-term problem 
that is far more important. Unless 
it is solved, there will always be 8 

near-term crisis that Washington 
will "solve" by raising taxes. 
· The combined tax on employes 
and employers is currently 11. 7r;f of 
income up to $15,300, 8 sharp rise 
from 4.8'/r of $7,fm in 1970. Adding 
151; ( of all payrolls, or even the trus­
tees' optimistic 8'i( , would push the 
total federal income tax burden up 
to a level that would bring justifia­
ble howls from the public and al­
most certainly damage · economic 
incentives. 

The alternative is to scale <down 
the system's ambitious benefit 
goals . Almost everyone agrees that 
there must be an end to the "double 
indexing" of benefits to rises in both 
Jiving costs and wage levels, which 
means that · future retirees are 
promised higher real benefits than 
present or past retirees. There is 
general agreement that the system 
can't afford this at any acceptable 
tax level. But no one is moving very 
vigorously to eliminate it. The 
cia! Security Administration clings 
to the idea of some form of contin­
ued increases in the real benefit 
levels. .... 

Mr. Ranson and Mr. Laffer urge 
an end to double indexing and even 
further measures to bring the actu­
arial deficit under control. They 
pose raising the eligibility age to 66 
for workers now in the 4:'>-54 age 
group and to 68 for those 34 and un­
der. They' suggest taxing benefits 
along with other retirement income, 
but removing all limits on what a 
beneficiary can earn. They urge 
equating future benefits to present 
payments. 

We don't know if such recom­
mendations are superior to other 
possibilities, but the solution must 
somehow be as big as the problem. 
With the retirement income of most 

. Americans at &tflke, why are the 
politicians so quiet? 

WALL STEET 
JOURNAL 
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;)<. c!. t,t~ THE WHITE HOUSE 

WASHINGTON 

June 2, 1976 ~ _. · I 

MEMORA'lDUM FOR: JIM CANNO:- AAA ~ ~ -~ 
FROM: ALLEN MOO~~~\ UO.~- ~ . ,,4 
SUBJECT: Weekly Status Report ~.h\ ¥' 
Social Security · (lv 
The draft legislation is expected .from HEW early next week.~ 
It will then go through the internal staffing process. 
Barring any major difficulties with content (which is unlik y , 
we could be sending up a bill two weeks . later. · social Securit 
Administration is working on a draft message which will I ~ ~ -~ 
probably incorporate the following: ~ ~-

c/ 
(1) President's budget and legislative proposals / 

/(2), 

• 

incorporated three items reflecting a commitment 
both to insuring a strong, viable system and to 
32 million recipients 

A. Cost-of-living increases 

B. Payroll tax increase 

C. Decoupling proposal 

Respond to Trustee's Report findings on long-range 
financing problems 

A. Cite problem of estimating 
75 years into the future. 

B. Point out problem occurs largely 
after turn-of-century, thus pro­
viding time for careful analysis 
and corrective action. 

C. Indicate the decoupling proposal 
represents an important first 
step to solving the problem 
(describe double-indexing flaw 
briefly) • 

Indicate need to prod ct~ 
,.h._ AJ/\ _d- v '" . 
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-2- $)~ 
These points were incorporated into a statement I wrote ~ n G{ 
days ago and cleared with OMB·and HEW for inclusion in so e ~\ ;f;. 
California sp~eches. The point on decoupling was ultimat ~y~v· 
reduced to one paragraph to be inserted in the Orben text . \_ 
The speech actually given bore only general resemblance to ~ 
the advance text and the decoupling reference was ~emoved. ~& 1J ... 
When I brought this to your attention last week, you men- ~~ 
tioned it to Jim Cavanaugh who had me insert the same point 

ch to the Ohio Governor's Conferen 
on Aging. Once again, the item was left out of the speech 
given. This leaves us in the vulnerable position of having 
given no recognition of the 1976 Trustee's Report, its find­
ings, or the editorial comment accompanying it. 

Income Assistance Simplification ~ 

We are waiting for a response from O'Neill on the modest 
changes sent to him yesterday. We do not yet have a trans­
mittal date. Should I be doing anything more about sponsors? 

• 
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MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

June 16, 1976 

JIM CANNON 

ALLEN MOOREA 

Briefing~~) to the President for 
your signature on tomorrow· morning's 
Social Security s·ession 

The attached memo needs your signature. 

I have also attached a copy of the "Message on Social Security" 
and a "Statement on Social Security." 

I plan to accompany you to the session. 

Attachments ~~ 
ftl~· 



.. . THE WHITE HOUSE 

FACT SHEET 

SOCIAL SECURITY BENEFIT INDEXING ACT 

The President announced that he is today proposing the 

Social Security Benefit Indexing Act to eliminate a flaw in 

the current system which~~by unintentionally overadjusting for 

inflation, serves to undermine the underlying principles of 

the program and is expected to produce intolerable costs to 

the system over the next seventy-five years. 

In a Message to the Congress on February 9, 1976,· the 

President described this proposal: 

• • • to avoid serious future financing 
problems I will submit later this year a 
change in the Social Security laws to 
correct a serious flaw in the current 
system. The current formula which de­
termines benefits for workers who retire 
in the future does not properly reflect 
wage and price fluctuations. This is an 
[inadvertence] which could lead to 
unnecessarily inflated benefits. 

I. Current Social Security Benefit Formula 

Social security benefits are calculated py apply~ng a 

formula to an individual's.average monthly wage (AMW) while 

covered by Social Security. The formula: 

137.77% of first $110 of AMW; 
50.11% of next $290 of AMW; 
46.83% of next $150 of AMW; 
55.04% of next $100 of AMW; 
30.61% of next $100 of AMW; 
25.51% of next $250 of AMW; 
22.98% of next $175 of AMW; and 
21.28% of next $100 of AMW. 

...,_.;· 
.;t r· 
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The computation period for determining the AMW for most 

people retiring is 19 years, and will exteng to 35 years ·Jor all 
retirees by 1994. 

Art .should be noted that the formula is weighted in favor of 

the lower paid employee, i.e. the lower an individual's AMW, 

the higher the proportion of AMW replaced with benefits. 

II. The "Flaw" in the 1972 Social Security Amendments 

Prior to 1972, all increases in Social Security 

benefits required Congressional action. The 1972 Social 

Security Amendments . built into the law 

automatic cost-of-living escalators. For those already re-

ceiving benefits, these provisions guarantee that their 

benefits would keep pace with growth in the Consumer Price 

Index. The provisions also aid .·those still working by 

increasing the percentages in the benefit formula by CPI 

increases. 

It was not until later that the fUll implications 

of this latter "automatic cost-of-living escalator" carne to 

be understood. Inflation not only automatically increases 

the formula for calculating initial benefits of new retir­
ees, but also it is accompanied by inflationary increases in 

wages. Rising wages . result in h!gher ave.tage earnings I which 

result in a higher AMW, which in turn bring about higher initial 

Social Security benefits. Therefo~e, persons still working bene­

fit from an · overadjustrnent for inflation -- an automatic 

increase in the benefit calculation formula and inflation-

induced wage increases. 



. . -3-

The impact of this flaw depends upon the behavior of 

prices and wages in the future. Different assumptions about 

wage and price growth produce radically different long-range 

benefits and costs, thus making the system unstable. Recent 

projections of the Social Security system's future (based on 

inflation in 1974 and 1975) indicate a wholly unintended and 

dangerous trend: initial benefits would grow over time to the 

point where a great many new retirees would receive benefits. 

in excess of the highest wages they ever earned (See Table 1). 

These inflated benefits also would place severe long-term 

financial pressures on Social Security. Adding to the long-

range cost problem is the fact that low u.s. 

fertility rates are expected to result in a declining ratio 

of workers (Social Security contributors) to retirees (Social 

Security beneficiaries). 

The 1976 Social Security Trustees Report estimates 

that the long-range costs of the current system would exceed 

projected revenues by an average annual amount of 8% of cov-

ered payroll (See Tables 2 and 3). 
has 

A broad consensus~emerged that these unintentional-in-

creases in benef;its and t:'"le·ir-p.ss'ociated costs must be 

eliminated, and the system stabilized. 
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-III. The Administration Proposal 

The Administration proposal would correct the defect 

in the current system by modifying the formula to ensure 

that future initial retirement benefits are a constant share 

of preretirement earnings. This would elim-

inate half of the estimated long-range financial deficit, 

and yet continue the system's commitment to increase benefits 

in accord with inflation. 

A. The proposed benefit formula 

The proposed method of calculating initial bene-

fits is far more sophisticated and much fairer, 

than the current formula. Instead of merely adding 

up prior years• earnings (as with the current for-

mula), an individual's earnings would be adjusted 

("indexed") to take account of increases in average 

wages during a person's working years. From these 

calculations an average indexed monthly wage (AIME) 

would be derived. This number would be quite ··different 

from the- -- average monthly wage (AMW) 

calculated currently (AIME's will always be much 

larger than AMW's). Therefore, a new formula would 

be applied to the AIME to determine a retiree's 

initial benefits. The formula is designed to ap-

proximate as closely as possible the benefit 

amounts payable under present law in January, 1978 

{the month the revised formula is expected to 'go 
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into effect). The formula: 

91% of the first $175 of AIME; 
33% of next $875 of AIME; and 
17% of remaining AIME. 

In the future, the dollar amounts in the formula 

would be adjusted automatically each year as ave~age 
- -~- --····-

covered wages increase. In effect, future initial 

benefits will continue to increase with inflation and 

wage growth, but the current overadjustment will be 

eliminated. As under present law, all beneficiaries 

would receive automatic annual cost-of-living increases 

in their benefits. 

B. Replacement rates 

Replacement rates (i.e. benefits as a percent of 

preretirement earnings) will remain constant through 

time at approximately the levels that prevail when 

the new system becomes effective. Table 1 projects 

replacement rates under the current and proposed 

formulas for workers with low, average, and maximum 

wages. 

c. Transition period 

To ensure fairness, the proposal would incorporate 

a ten-year transition period during which those per-

sons retiring would be assured that their benefits 

are no lower under the new formula than they would 

have been under the old formula at the beginning of 

the phase-in period. 












































































































